INTERNATIONAL ECONOMY

CURRENT SITUATION -
The international economy
will build up steam in 2015

Global growth is en route to ending 2014 with average
growth of 3.2%, the same figure as in 2013. In our central
scenario, the world economy will build up steam in 2015,
thanks to the good performance we expect from the United
States whose economy has gradually improved throughout
2014, as well as the continuation of expansionary policies and
the positive impact provided by falling oil prices for numerous
economies in the euro area. The weakness of Japan’s economy
provides the counterpoint to this benign scenario while, in the
group of emerging economies, we should differentiate
between those countries enjoying a healthy macroeconomic
situation with room for their economic policy to act, and those
that do not. Whereas Mexico and India would be among the
first group, of note among the latter are Brazil and Russia
(inflationary pressures and added political uncertainty) and
Turkey (also encountering problems with prices and its current
account, simultaneously).

UNITED STATES

The US’s GDP grew by a healthy 1.0% quarter-on-quarter

in Q3. GDP increased more than initially calculated in Q3
according to the revised official figures (previously 0.9%). This
figure brings year-on-year growth to 2.4% (previously 2.3%).
The upward revision has once again come as a surprise and is
mainly due to the improvement in non-residential investment
and private consumption, tempering the concern we
expressed the previous month regarding the moderation
shown by both components of demand after the publication
of the initial GDP figure. This improvement in growth also
entails a slight rise in our growth forecast for 2014 to 2.3%
(compared with 2.2% previously). In 2015, without the burden
of the weak start to 2014, growth should reached 3.1%.

The latest data on activity confirm the expansion in

the US. The business sentiment index (ISM) for manufacturing
climbed to 59.0 points while the index for services stood

at 57.1 points, both clearly above the 50 points that mark

the expansionary zone. Along the same lines, the business
sentiment index for small enterprises rose to 96.1 points in
October (95.3 in September) and retail sales grew by a notable
0.3% month-on-month (2.8% year-on-year). On the other
hand industrial production disappointed with a slight

decline month-on-month of 0.1% (from 4.2% year-on-year

in September to 4.0% in October). Falling oil prices continue
to benefit the US economy (a net importer of crude oil) in
external terms, although September’s unexpected increase

in the trade deficit for goods and services points to the
external component making a lower contribution to

growth in Q4.
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Prices are under control. October’s CPl remained flat at

1.7% year-on-year. Once again, the sharp drop in energy prices
offset the widespread increase in the rest of the components.
Core inflation rose by 0.2% month-on-month, bringing year-
on-year growth to 1.8%, 0.1 pps above September’s figure.

In spite of price stability, the minutes of the Federal Reserve’s
last meeting revealed that some members are concerned
about for inflation, recommending that the trend in long-term
inflation expectations should be closely monitored, given

the risk entailed for economic growth.

The labour market continues to improve while good news
also comes from the real estate sector. 214,000 jobs were
created in October, once again above the threshold of 200,000
that indicates a strong market. The unemployment rate also
fell by 0.1 pps (5.8%). Such good news was somewhat spoilt
by the participation rate (62.8%) which has hardly improved
this year so far, indicating that the demotivating effect of

the crisis has yet to be reversed. Demographic trends (with
American baby boomers reaching retirement age) will not
help this trend either. For its part, in the real estate sector
the Case-Shiller price index that covers 20 metropolitan
areas rose by 0.3% month-on-month in September after four
consecutive months in decline. Along the same lines, sales of
residential properties, both new and second hand, increased
in October compared with the September figures (0.7% and
1.5%, respectively).

JAPAN

GDP falls in Q3, leaving Japan in a technical recession

(two consecutive quarters of negative growth). The 0.4%

drop quarter-on-quarter in Q3 (after decreasing by 1.9% in
Q2) surprised even the most pessimistic, demonstrating that
the consequences of April’s VAT hike (from 5% to 8%) have
been greater than expected. Although exports will pick up and
a large part of this drop is due to an adjustment in stocks, the
country’s anaemic recovery and the lethargy of investors are
of most concern. All this means that we have revised
downwards our central scenario for growth in 2014 to 0.4%
(previously 1.1%). With a view to 2015, and given the new
expansionary economic policy measures, we have maintained
our growth forecast at 1.2%. Given the bad figures, Japan’s
Prime Minister, Shimzo Abe, did not take long to announce
that he would postpone the second VAT hike until April 2017
(previously planned for October 2015) and that general
elections would be held on 14 December 2014. Abe hopes
that these elections will provide him with a mandate for his
economic initiatives (known as Abenomics and based on three
basic pillars: monetary, fiscal and structural reforms) against
rivals within his own party, the Liberal Democrats.

Inflation disappoints in October and moves away from the
target set by the Bank of Japan (BoJ). October’s CPI rose by
2.9% year-on-year (3.3% in September) although, discounting
the effect of VAT, it remained at a moderate 0.9%, far from the
2.0% intended by the BoJ. The BoJ's decision to increase its
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rate of asset purchases last 31 October already hinted at a
certain concern for inflation, which the data have since
confirmed. Nonetheless, to date the greatest success of
Abenomics has been precisely in the monetary area, as it has
managed to put an end to a problem of deflation which had
affected the Japanese economy for the last 15 years.

EMERGING ECONOMIES

China’s business indicators slow down slightly in October
although they still show significant growth. Specifically,
industrial production was up 7.7% year-on-year (8.0% in
September), retail sales grew by 11.5% (11.6% in September)
and investment by 15.9% from January to October. Regarding
foreign trade, Chinese exports continued to improve in
October, growing by a strong 11.6% year-on-year, in line with
the strength shown over the last few months. All this occurred
in an environment of moderate prices (inflation stood at

1.6% in October). Although China’s activity figures are still
reasonable, we have revised downwards our growth forecast
for 2015 (from 7.4% to 7.2%), encouraged by the words of
the President, Xi Jinping, who believes a 7% growth target

is feasible for 2015, suggesting that the government will
tolerate a greater slowdown before implementing any

more measures of support. The unexpected cut in the official
interest rate (by 40 bps to 5.6%) by the country’s central bank,
the first in over two years, is yet another factor supporting
this downward revision. This movement is interpreted as
acknowledgement on the part of the Chinese authorities that
the slowdown is taking place and a sign of their commitment
to this process being gradual.

Disparities have increased in the rest of the emerging
countries, with marked contrast between the relative stability
of India and Mexico and the uncertainty presented by Russia
and Brazil (with very little margin for expansionary policies).
India remains on track with 5.3% GDP growth year-on-year in
Q3, above consensus expectations. In addition to its good GDP
figure, falling oil prices have also increased the government’s
room to manoeuvre in order to moderate inflation and the
country’s trade deficit. For its part Mexico picked up
moderately in Q3 (2.3% year-on-year compared with 1.6%
previously). The risks are greater in Brazil, whose inflation
leaves no room to manoeuvre, although GDP improved in Q3
(—0.2% year-on-year compared with -0.9% in Q2) thanks to
better performance by public consumption and investment.
Along the same lines, Russia’s figures came as a pleasant
surprise with its GDP growing by 0.7% year-on-year in Q3,
although we believe that the negative impact of falling oil
prices will be felt in Q4.
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Emerging countries: GDP growth in 2014 Q3
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